BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Commission’s )
Investigation of Ohio’s Retail Electric ) Case No. 12-3151-EL-COI
Service Market. )

APPLICATION FOR REHEARING OF OHIO POWER COMPANY

Pursuant to Section 4903.10, Ohio Revised Code (“R.C.”), and Rule 4901-1-35, Ohio
Administrative Code (“O.A.C.”), Ohio Power Company (“AEP Ohio” or the “Company”)
respectfully files this Application for Rehearing of the Public Utilities Commission of Ohio’s
(“Commission”) March 26, 2014, Finding and Order (*Order”). The Commission’s Order is
unreasonable and unlawful in the following respects:

I It was unreasonable and unlawful for the Order to impose new regulatory
mandates upon AEP Ohio without simultaneously providing for recovery of
associated costs.

A memorandum in support of this Application for Rehearing is attached.
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MEMORANDUM IN SUPPORT

ARGUMENT

l. It was unreasonable and unlawful for the Order to impose
new regulatory mandates upon AEP Ohio without
simultaneously providing for recovery of associated costs.

The Commission issued its Finding and Order (Order) in this docket as part of its
ongoing efforts into retail competitive market in Ohio. While there were several new regulatory
mandates adopted in the Order, there were also matters that the Commission “punted” to other
dockets or Staff and industry working groups. AEP Ohio generally supports the Commission in
this ongoing effort and is open to continued review and improvement of matters relating to the
interface between electric distribution utilities (EDUs) and competitive retail electric service
(CRES) providers. Unfortunately, however, the Commission did not fully address recovery of
the costs associated with these new regulatory mandates — thus potentially creating unfunded
mandates. In some instances, the Commission indicated that associated costs would be
recoverable in a general rate case as a normal operating expense. That is not a reasonable
approach and does not enable an electric utility to fully recover the incremental cost of these new
regulatory mandates. Rather, in order to keep the interests of various stakeholders aligned, the
Commission should affirmatively and fully address cost recovery. Specifically, the Commission
should authorize the electric utilities to defer and fully recover the incremental costs of
compliance associated with the Order. After all, if each of the new regulatory mandates has
merit and is worth adopting, then paying for each regulatory mandate should be addressed now

and not left for subsequent determination. Indeed, the Commission specifically indicated in the



Order that the costs should be weighed against the benefits in deciding whether to adopt new
statewide regulatory requirements in this docket. (Order at 6.)

The approach taken in the Order for some issues was to defer the new obligations to other
dockets and seemed to indicate that associated cost recovery would be simultaneously addressed
as part of that separate docket. (Order at 2, indicating that purchase of receivables programs
should be addressed in distribution rate cases or SSO rate cases; Order at 38, indicating that costs
associated with time-differentiated rates would be recovered through smartgrid riders.) That
approach to cost recovery is not objectionable to AEP Ohio. Unfortunately, there are also
multiple directives in the Order that will cause electric utilities to incur additional costs as
explicitly acknowledged by the Commission but without creating a recovery mechanism: (1) the
creation of a continual cycle of corporate separation audits for which the Commission indicates
costs would be “recoverable” but fails to provide for a cost recovery mechanism [Order at 17];
(2) pursuing various enhancements to EDI systems [Order at 23]; (3) new obligation to develop
either a statewide seamless move, contract portability, instant connect, or warm transfer process
[Order at 25]; and (4) new obligation to implement bill format enhancements including the
displaying of CRES logo while rejecting the proposed fee to CRES providers for payment of
costs even though the Commission acknowledged CRES are the “cost causer” for new services —
simply indicating that the costs are “appropriate for recovery by an EDU in a distribution rate
case.” [Order at 26-32]. Each of these requirements is significant and together they could
involve substantial costs upon full implementation.

Moreover, several additional passages in the Order “punt” issues into the new working
group or to other cases for implementation — so there could end up being even more unfunded

mandates that come out of this Order. Presumably, the Commission viewed the overall benefits



associated with these new mandates as being worth the cost involved. Certainly, each of the
mandates comes with a price tag. Thus, in order to keep EDU and CRES interests better aligned,
the Commission should do the responsible thing and avoid creating unfunded mandates by
providing for full cost recovery.

When adopting new regulatory requirements designed to implement the competitive
provisions of SB 3 and SB 221 in the past, the Commission has previously been more careful to
provide for cost recovery associated with such new regulatory requirements. There is no reason
why the same approach cannot or should not be taken here. The authority under R.C. 4905.13 is
more than adequate to enable the Commission to permit EDUs to defer the incremental costs
associated with the new regulatory requirements created by the Order. See e.g. Elyria Foundry
Co. v. Pub. Util. Comm., 114 Ohio St.3d 305, 308 (2007). And it is only fair for the Commission
to do so. If the regulatory requirement advances the public interest and is justified, then the cost
of the regulatory mandate should be funded.

As referenced above, the Order — in some but not all instances — acknowledged the
existence of compliance costs and merely indicated that the costs were “recoverable” (referring
to Staff’s view that the costs would be recoverable “as a normal operating expense”) or “are
appropriate for recovery by an EDU in a distribution rate case” could be recovered . (Order at
13,17, and 26.) Saying that costs can be recovered in the next rate case — without also providing
for authority to create an accounting deferral with a carrying charge — is inadequate and does not
allow the EDU to fully recover the incremental costs of the mandate. There are a variety of
factors that determine a utility’s operating expense for any given year and the same is true for a
test period that would be used for a general rate case. The compliance costs associated with the

Order’s mandates will likely be spread over a number of years, especially given that some issues



were resolved and others will be implemented over time and through the working groups. While
the costs may be spread out, that does not reduce the total cost or financial impact on the EDUSs.
Moreover, in any given year, the compliance costs may not be significant enough to drive a
major rate case filing.

In any case, it is clear that the approach taken in the Order of leaving the cost recovery to
occur under the normal rate case process will unfairly result in under-recovery by EDUs of the
true costs associated with the Order — absent authorizing regulatory assets through creation of
accounting deferrals. Intentionally shorting the EDUs on compliance cost recovery will not help
align the interests of EDUs with that of CRES providers in robustly pursuing otherwise
mutually-desirable solutions. Rather, the Commission should authorize the EDUs to create
accounting deferral, with a carrying charge, to track and recover the incremental costs associated

with the new regulatory mandates adopted in the Order.

CONCLUSION
For the reasons set forth above, the Commission should grant this Application for
Rehearing and modify its March 26, 2014 Finding and Order.
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